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Preface 


The time has now come to build the better pensions to which so much study and 
debate has been given in recent years. In response to this debate, and most recently, 
the report of the Parliamentary Task Force on Pension Reform, this paper sets out 
the government’s plan for action to raise the minimum standards of private pension 
plans and strengthen public pensions. A companion paper puts forward the govern- 
ment’s proposals for a fairer, more generous, and more flexible system of tax assist- 
ance for retirement saving in private plans. 


The public components of the retirement income system must be kept strong and 
responsive to social needs. To ensure this, Parliament will be asked to approve a $50 
increase in the monthly Guaranteed Income Supplement for the single elderly — $25 
as of July 1 this year, and a further $25 in December — and to amend the GIS pro- 
gram to guarantee recipients of partial Old Age Security pensions the same mini- 
mum income as other Canadians. 


If the provinces concur, amendments also will be introduced as soon as possible to 
strengthen the Canada Pension Plan. These include splitting of pension benefits 
upon marriage breakdown or when the younger spouse reaches 65, the continuation 
of survivor benefits on remarriage, and the raising of pensionable earnings to the 
average industrial wage by January 1987. 


All these measures will be of special benefit to women. 


A number of more extensive changes in the Canada Pension Plan will be discussed 
with the provinces later this year. These will include the proposal for a homemaker’s 
pension in the CPP, as suggested by the Parliamentary Task Force. Other Task 
Force recommendations, such as those concerning survivor and disability benefits, 
increasing the number of low-earning years that can be omitted in calculating ben- 
efits, and CPP financing also will be pursued in these discussions. 


Parliament will be asked to amend the federal Pension Benefits Standards Act to 
improve private plan benefits for the working population, to preserve pension rights, 
and to improve fairness in the distribution of benefits, especially for women. Time 
will be needed to allow private plans to make the necessary adjustments. Starting no 
later than January 1987, the improvements will affect the million members of feder- 
ally regulated employer-sponsored pension plans in the private and public sectors. It 
is hoped that the provinces will extend similar improvements to the three-and-a-half 
million plan members in provincial jurisdiction through adoption of similar 
legislation. 


The improvements in minimum standards will require that inflation protection be 
provided for future pension credits. Employers will have to vest pension benefit rights 
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in employees within two years. The improvements will provide for portability of 
vested pensions. They will assure fair treatment for spouses by splitting benefits upon 
marriage breakdown and by requiring provision of survivor benefits. They will make 
membership in pension plans compulsory where plans exist, and provide for disclo- 
sure of more information to employees and for employee representation on pension 
plans. 


These amendments, accompanied by similar amendments in the provinces and the 
proposed changes in tax assistance, should provide Canadians with a solid foundation 
for a truly effective private pension system. 


The government’s Action Plan for Pension Reform has been formulated to provide 
significant improvement in the quality of pension coverage while not imposing 
immediate costs that might damage economic recovery. As the population ages, these 
improvements will take on added importance in preventing poverty among the eld- 
erly and in helping individuals to maintain adequate living standards in retirement. 


The government is determined to ensure pension benefits and coverage are suf- 
ficiently improved so that all Canadians have adequate retirement income. Accord- 
ingly, the government undertakes to monitor closely the reaction of provinces and the 
private sector to the government’s reform proposals, and will be ready to discuss with 
them the nature and timing of whatever additional steps may be required. 


We invite our provincial colleagues, business, labour, women’s groups and other 


interested parties to work with us so that all Canadians can achieve security in 
retirement. 


Pe ae Sonine bef 


The Honourable Marc Lalonde The Honourable Monique Bégin 
Minister of Finance Minister of National Health 
and Welfare 
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Chapter 1 
Introduction: The Road to Reform 


Canadians have a system of public and private pension plans and individual retire- 
ment savings that provides significant benefits to the elderly. It is a retirement 
income system balanced between public and private pension plans, and between 
mandatory and voluntary arrangements, built through federal-provincial co-opera- 
tion, the endeavours of business and labour, and individual initiative. 


The system has been intensively studied in the last few years. The focus of much of 
this effort has been on the adequacy of private arrangements: individual savings 
plans and employer-sponsored plans and their ability to cope with higher inflation, 
greater mobility of workers, higher participation of women in the labour force, and 
changing family structure. Landmarks on this road to reform include the report of 
the federal Task Force on Retirement Income Policy, published in 1979; the 
National Pensions Conference in the spring of 1981; and other reports such as those 
of the royal commissions in Ontario and in Nova Scotia, the Government of British 
Columbia, the Government of Quebec’s study group on pensions, and the Economic 
Council of Canada’s report on pensions. The pension industry, business, labour, 
women’s groups, and the academic community have also made important contribu- 
tions to understanding the retirement income system and its problems. 


Why Reform is Needed 


A consensus has emerged that the pension system, while basically sound, has a num- 
ber of deficiencies. In employer-sponsored plans the following weaknesses were identi- 
fied: 


e Inflation erodes the value of pensions in private plans. 


e A significant number of working people are not covered by employer-sponsored 
plans, or lack the opportunity to accumulate sufficient retirement savings. 


¢ Many members of pension plans ultimately receive little pension income, even 
after many years of work, because they do not stay in one job long enough to 
acquire a vested right to pension benefits. 


e Even if mobile workers acquire vesting, pensions are generally not portable when 
an employee changes jobs, and deferred pensions lose their value with inflation. 


¢ Women are affected by the general lack of good survivor benefits. Women in the 
labour force are not as likely as men to be covered by pension plans. 


Nor are public pension programs without flaw. There is widespread agreement on 
some of the main shortcomings: 


¢ The income for the single elderly provided by the universal Old Age Security 
(OAS) pension and the income-tested Guaranteed Income Supplement (GIS) is 
too low relative to the income guaranteed to couples. 


e The Canada Pension Plan (CPP) and the parallel Quebec Pension Plan (QPP) 
have a benefit structure that views spouses as dependants of contributors. This 
does not accord with contemporary social reality. 


e The financing of the Canada and Quebec Pension Plans (C/QPP) has not been 
placed on a satisfactory long term basis. 


More generally, there is a consensus that Canadians lack the information to under- 
stand their private and public pension plans and how these plans fit into preparing 
for retirement. 


Approach to Reform 


The federal government responded to these problems by putting forward proposals 
for reform in its Green Paper, Better Pensions for Canadians, issued in December 
1982. The Green Paper stated three principles for reform: 


e Elderly Canadians should be guaranteed a reasonable minimum income. 


e The opportunities and arrangements available to Canadians to provide for their 
retirement should be fair. 


¢ Canadians should be able to avoid serious disruption of their pre-retirement living 
standards upon retirement. 


The Green Paper’s proposals were referred to the Parliamentary Task Force on Pen- 
sion Reform, which assessed Canada’s retirement income system and heard tes- 
timony from many witnesses. In its report to the House of Commons in December 
1983, the Task Force recommended changes in Old Age Security, the Guaranteed 
Income Supplement, the Canada and Quebec Pension Plans, employer-sponsored 
pension plans, and the Income Tax Act. The government has now reviewed the Task 
Force report and will act on many of its proposals. 


The government will introduce legislation to raise the GIS for single pensioners and 
recipients of partial OAS pensions. Amendments to the Pension Benefits Standards 
Act (PBSA) will be introduced to strengthen the minimum standards for private pen- 
sion plans. To promote uniformity in the regulation of employer-sponsored pension 
plans, the government will discuss its proposals with the provinces as soon as possible. 
Detailed and comprehensive changes to the Income Tax Act are being proposed to 
improve the tax assistance available to Canadians to build better pensions. 


In addition, there is widespread support for changes in the CPP to extend credit- 
splitting between spouses, continue survivor benefits on remarriage, and ensure that 


pensionable earnings reach the level of the average industrial wage within three 
years. The government will introduce legislation as soon as the necessary agreement 
is reached with the provinces. 


Task Force proposals to change CPP survivor and disability benefits and CPP 
financing, and to introduce a homemaker’s pension are important changes. Time 1s 
needed for governments to assess these proposals and alternatives, which are complex 
and could be costly. The federal government intends to start discussions with the 
provinces later this year on these and other outstanding CPP issues. 


Expansion of Mandatory Pension Plans 


When the Canada and Quebec Pension Plans were established, they were not 
designed to guarantee, in combination with OAS, that every Canadian would be able 
to maintain his or her pre-retirement living standard upon retirement. A gap was left 
to be filled by employer-sponsored pension plans and individual savings. A major 
question posed by the Green Paper was whether the gap should be narrowed by 
expanding mandatory pension arrangements, or whether it was sufficient to improve 
the opportunities for voluntary saving. The government continues to believe an 
appropriate balance between mandatory and voluntary arrangements must be main- 
tained — a balance in which employer-sponsored pension plans and individual savings 
continue to play an essential role. 


The improvements proposed in the action plan will go a significant way towards 
eliminating the shortcomings of the present system. The government believes that 
reform of the employer-sponsored pension system, together with changes in public 
pension plans and fairer, more generous, and more flexible tax assistance, should 
build much better pensions for Canadians. 


The government is determined to ensure pension benefits and coverage are suf- 
ficiently improved so that all Canadians have adequate retirement income. Accord- 
ingly, the government undertakes to monitor closely the reaction of provinces and the 
private sector to the proposals for pension reform presented in the budget, and it will 
be ready to discuss with them the nature and timing of whatever additional steps 
may be required. 


Achieving National Pension Reform 


Responsibility for the pension system rests jointly with the federal and provincial 
governments. Legislation governing family law and property rights falls within pro- 
vincial jurisdiction. Provinces regulate more than 14,000 employer-sponsored pension 
plans covering three-and-a-half million members. The federal government regulates 
more than 600 employer-sponsored plans covering 400,000 public servants and 
600,000 private plan members. It is also responsible for the Old Age Security pen- 
sion, the Guaranteed Income Supplement, and the Income Tax Act. Responsibility 
for the CPP is shared between the federal and provincial governments. Changes to 


the CPP require the approval of two-thirds of the provinces with two-thirds of the 
population, and Quebec controls the parallel QPP. 


Pension reform must be taken up by all governments if the benefits are to extend uni- 
formly to all Canadians. The federal government will promote this by discussing with 
the provinces changes in pension standards and in the CPP. The government, how- 
ever, will act on matters within federal jurisdiction by bringing forward legislation on 
the GIS, the standards for employer-sponsored pension plans in federal jurisdiction, 
and the Income Tax Act. The government will ask Parliament to make changes in 
the CPP as soon as provinces give the necessary approval. 


Chapter 2 


Raising Minimum Standards of Private Pensions 


Significant reforms of minimum standards for private pension arrangements will be 
submitted to Parliament as amendments to the federal Pension Benefits Standards 
Act. To promote uniformity of regulation across Canada, the government will consult 
provincial governments beforehand. 


The new PBSA standards will increase retirement income and distribute 1t more 
fairly. They will also require changes in the benefit structure of most pension plans 
and significant changes in administrative practices. Plan sponsors and members will 
need time to determine the best way to absorb the increases in costs. Having the 
changes come into effect no later than January 1, 1987 will allow sufficient time for 
adjustment. 


Inflation Protection 


The key to improving the minimum standards for employer-sponsored pension plans 
lies in the requirement for a reasonable degree of inflation protection. Earlier vesting, 
survivor benefits, and other improvements will mean little if there is no inflation pro- 
tection because, even at moderate rates of inflation, the purchasing power of pensions 
and deferred pensions can be eroded seriously over time. 


Much of the criticism of private plans in recent years has concerned the lack of ade- 
quate protection from inflation. Representatives of the private sector have pointed 
out that many plan sponsors are now providing significant protection to pensioners 
through occasional increases in their benefits. A number of larger employers increase 
benefits yearly, on average by about 40 per cent of the change in the consumer price 
index (CPI). Inflation protection throughout the system, however, 1s inadequate and 
uneven. 


The proposed PBSA amendments will apply to defined-benefit plans, where the pen- 
sion equals a specified amount. They will require future pensions and deferred pen- 
sions, earned after the effective date of the legislation, to be adjusted annually by 60 
per cent of the change in the CPI. The maximum annual adjustment will be 8 per 
cent. These provisions will also apply to annuities purchased from money-purchase 
plans, where the pension is equal to the benefit that can be purchased with the 
accumulated funds. Plan sponsors or insurers who, in the judgement of the Superin- 
tendent of Insurance, provide equivalent or better inflation protection through a dif- 
ferent formula will be permitted to use it even if differences in protection occur in 


single years. Some plan sponsors, for example, use an excess-interest formula for ad 
hoc adjustments and may wish to incorporate it into their plan’s terms and conditions. 


The Task Force concluded that future pensions and deferred pensions should be 
increased annually by the change in the CPI less 2.5 per cent, but subject to the 
lesser of two limits. One limit would be a financial indicator based on the annual 
return of a portfolio of typical financial investments. The other would be an indicator 
of the economy’s ability to pay. The limits, however, were not fully specified and 
required more developmental work. The government chose its proposal because it was 
a simpler solution that could be implemented without further exhaustive study. 


The government does not propose plan sponsors be required to adjust benefits 
already earned, or now being paid, for future inflation. The Task Force recom- 
mended that inflation protection measures not be retroactive. The government 
agrees, but strongly urges plan sponsors to provide increases to pensioners and those 
with deferred pensions wherever financial circumstances permit. 


Mobility, Vesting and Portability 


A mobile labour force is essential to Canada’s economic growth and requires that 
contributions to pension plans go towards achieving reasonable retirement income. A 
pension system that allows credits to be moved when an employee goes to a new 
employer will facilitate labour mobility and contribute to personal well-being. To 
achieve these objectives, the government will introduce the following changes to the 
PBSA: : 


e Employees will have a right to benefits arising from the employer’s contributions 
as well as their own after two years of participation in the plan. That is, the ben- 
efit from the employer’s contributions will be vested at that time. The vested ben- 
efits will be locked in until retirement. These provisions will apply only to ben- 
efits earned after the effective date of the legislation. The improved vesting is 
superior to the present standard which requires vesting only if the employee has 
10 years of service and has reached age 45. 


e Employees with vested benefits will be given the following choices when leaving 
an employer before retirement: 


1) They may transfer the value of vested benefits, as a lump sum, to a locked-in 
Registered Pension Account (RPA), described in the companion budget paper 
on Improved Tax Assistance for Retirement Saving, or to the new employer’s 
plan if that employer is willing. 


ii) They may leave pension entitlements with the former employer as an indexed 
deferred benefit which will be available upon retirement. 


i) They may transfer their own contributions plus interest to an RPA while leav- 
ing an indexed, partial, deferred pension with the former employer. 


If the pension plan of the former employer is not fully funded, the lump sum 
referred to in option (i) would be suitably adjusted. This adjustment is required 


to prevent the lump sum transferred from exceeding the reserves held in respect 
of the employee. If there were no adjustment, employees who change jobs could 
be favoured over workers who remain. The adjusted lump sum that can be trans- 
ferred is called the ‘‘termination value” of the pension. 


In the case of employees with pensions below a minimum termination value, for 
example $2,000, employers would have the right to require employees to take 
option (1) in order to avoid the problem of administering a large number of very 
small deferred pensions. If this right is exercised by the employer, however, there 
would be no reduction in the lump sum transferred by the employee even if the 
plan were not fully funded. 


Funds transferred into RPAs from federally regulated pension plans will gener- 
ally be subject to the same standards as money-purchase pension plans under 
the PBSA. In particular, the proposed standards for locking-in, survivor benefits, 
equal benefits for men and women, and inflation protection will be enforced. 


e Plan sponsors will be required to pay interest, at a minimum rate to be based on 
a formula set by regulation, on accumulated contributions of terminating mem- 
bers of defined-benefit plans. For example, plans could be required to pay inter- 
est equal to the interest on non-chequing accounts or on some portfolio of long- 
term bonds. The formula selected will ensure employees a return on their contri- 
butions comparable to the return on other forms of savings. No minimum interest 
is required at present. 


e Pension plan administrators will be required to notify the CPP administration if 
deferred pensions are not claimed within six months of the normal retirement 
age. The CPP administration will then attempt to find the potential claimant 
and suggest that he or she contact the former employer. This procedure is likely 
to be as effective as a central register that would keep track of both deferred pen- 
sioners and their former employers. It will be less of a burden, however, on 
employers and the CPP administration. 


The Task Force would also have required employers to contribute a minimum of 50 
per cent of vested benefits, but only at retirement. This proposal would have little 
practical effect, however, in raising pension income and would place an unnecessary 
compliance burden on plan sponsors and administrators. Hence, the government will 
not be acting on it. 


Better Pensions for Women 


To improve the pensions of women, the government will introduce a number of 
amendments to the PBSA. 


® Survivor benefits will no longer be cut off if the recipient remarries. 


e Post-retirement survivor benefits will be required in the form of a joint-and-last 
survivor annuity. That 1s, retirement pensions from defined-benefit plans and life 


annuities derived from money-purchase plans will be continued at least at the 60- 
per-cent level after the death of either spouse unless there is a mutual agreement 
on some other form of payment. Currently, many pension plans do not provide 
survivor pensions. None is required under most pension standards acts. 


e Pre-retirement survivor benefits will be required. These benefits will be equal to 
the lump sum that the deceased would have received if he or she switched 
employers (the termination value), up to a maximum of the value of an immed1- 
ate 60-per-cent survivor pension. This means that younger survivors (typically 
those under age 60) will be given a lump sum which could be left in the plan or 
transferred to an RPA. Older survivors will receive an immediate survivor pension 
or its equivalent. If plan sponsors now offer a survivor pension, the survivor could 
choose such a pension instead of taking the termination value as a lump sum. 
Equivalent insurance coverage could be used by the employer to meet the 
requirement for survivor benefits in the pension plan. 


This change differs from the Task Force recommendation that the spouse of a 
plan member who died before retirement receive the full termination value of the 
deceased’s pension. That would create an inequity between a survivor whose 
spouse died immediately before retirement and a survivor whose spouse died 
after retirement, who would receive a 60-per-cent pension. 


e Pension credits and pensions already being paid will be split equally between 
spouses upon marriage breakdown, unless the courts or the parties themselves 
determine otherwise. Marriage breakdown, under the PBSA, would be as defined 
for purposes of the CPP: divorce, separation of sufficient length, and the dissolu- 
tion of a common law relationship. The plan sponsor will not be involved in deter- 
mining the appropriate split or be subjected to increased liabilities. 


¢ Pension benefits will be equal for male and female employees retiring in identical 
circumstances. The Canadian Human Rights Act already prohibits unequal ben- 
efits. Moreover, defined-benefit employer-sponsored pension plans, covering 94 
per cent of plan members, and the public pension programs do not differentiate 
between men and women in retirement benefits. The government endorses this 
principle but appreciates the broad implications for money-purchase pension 
plans, individual savings plans, and certain aspects of defined-benefit pension 
plans. The government therefore will create an advisory committee, with expert 
and broad public representation, to recommend on the best way to implement 
the proposal. 


Compulsory Membership 


To meet the widespread concern that coverage by employer-sponsored pension plans 
is inadequate, plan membership will be made compulsory for full-time and part-time 
employees where pension plans exist for a particular occupational group. Regular 
part-time employees could no longer be excluded because of their part-time status. 


@ Full-time employees in the covered occupational group with at least one year of 
service will be required to join the pension plan at age 25. Present workers who 
had previously chosen not to join will again have the choice. 


¢ Regular part-time employees in the covered occupational group with at least 
three years of service will be required to join the pension plan at age 25, provided 
they work at least 50 per cent of the normal work period. Present part-time 
employees who already meet these requirements also will be given the option of 
joining the plan. 


Information Disclosure and Employee Rights 


The PBSA will require the disclosure of information on accrued benefits and 
accumulated contributions each year to members of plans and their spouses. 
Employees also will have ready access to actuarial and financial information on their 
plans. The information on an individual’s benefits and the financial status of the pen- 
sion plan will have to be readily available to the authorized agents of the plan mem- 
ber or the spouse. Financial data also will have to be made available to bargaining 
agents. Many Canadians are concerned that their knowledge of public and private 
plans is insufficient; the new disclosure rules with help them. 


Active participation in the plan also would increase the information available to 
members. The PBSA will require representation of plan members on an advisory 
committee if requested by a majority. To prevent an excessive burden on small 

employers, this provision only will apply to enterprises with over 300 employees. 


Plan Termination Insurance 


The Green Paper raised the possible need for plan termination insurance because of 
the reduction in financial flexibility of many plan sponsors owing to pension reform. 
The government has concluded that termination insurance Is not required at this 
time. 


Tax Assistance 


The government has proposed in a companion budget paper a system of Improved 
Taz Assistance for Retirement Saving. Improvements and benefits may be summarized 
as follows: 


e The limit on deductible contributions to retirement savings plans made by or on 
behalf of a contributor will be 18 per cent of earnings up to an increased annual 
maximum. 


¢ Carry-forward of unused deduction entitlement from year to year will provide a 
career base for pension and retirement saving. The combination of higher deduc- 
tion ceilings and the new carry-forward provision will entitle all contributors to 
make greater contributions on a lifetime basis. 


e Equivalent access to tax assistance will be provided regardless of the type of 
retirement-savings vehicle used. 


e The indexing of deduction and pension benefit limits to the average industrial 
wage will make the system self-adjusting in the face of inflation and growth in 
the average standard of living. 


¢ Introduction of the RPA — the individual Registered Pension Account to which 
employers can make locked-in contributions — will accommodate the administra- 
tive needs of small business and the pension-portability needs of mobile workers. 


e The new system will simplify pension planning and administration. 


¢ Both the number of Canadians covered, and the amount of retirement income 
generated, can be expected to increase as a result of the combination of these new 
features. 


This improved tax assistance will be of particular benefit to two groups which pension 
reform studies have identified as having low pension coverage. The new system will 
allow the self-employed, and workers with fluctuating incomes, women in particular, 
to set aside sufficient tax-assisted savings to maintain living standards in retirement. 


Impact of the Proposals 
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Pension income from private sector employer-sponsored plans could increase in aggre- 
gate by up to an estimated 20 to 25 per cent in the long run, depending upon what 
adjustments plan sponsors and members make to existing benefits. Pension income 
from employer-sponsored plans in the public sector would increase by a smaller pro- 
portion. When both sectors are combined, pension income could increase by 15 to 20 
per cent. The higher benefits would be distributed more fairly. 


All plan members will benefit from the inflation protection of benefits earned in the 
future. Workers will no longer lose a significant proportion of their benefits on chang- 
ing employers. At retirement, mobile workers will have higher retirement pensions. 
In particular, women can expect to benefit from the proposed changes. Inflation pro- 
tection is clearly important to women because on average they live longer. Improved 
vesting and portability will benefit women because they tend to have greater job 
mobility than men. Female members of money-purchase plans will benefit from 
equalizing monthly benefits of men and women. Finally, women will benefit from the 
requirement for pre-retirement and post-retirement survivor benefits, and the split- 
ting of pension credits upon marriage breakdown. | 


About one million Canadians are members of federally regulated pension plans; an 
additional three-and-a-half million belong to provincially regulated plans. The 
impact of the changes will clearly be much greater if provinces adopt similar stand- 
ards in their pension standards acts. In its discussions with the provinces, the govern- 
ment will stress the benefits all Canadians can derive from the existence of a uni- 
formly regulated pension system which provides better protection for women, mobile 
workers, spouses and survivors of pension plan members, and pensioners. 


Higher minimum pension standards will result in cost increases for employer- 
sponsored pension plans. The nature and extent of these increases are difficult to 


assess because of the variation in provisions in the more than 14,000 pension plans in 
federal and provincial jurisdiction. An approximate costing exercise has been carried 
out, based on the methodology used in the government’s Green Paper and the Cost 
Study of the Business Committee on Pension Policy. The results are reported in a 
technical note attached to this paper. They suggest that the reforms could increase 
the long-run cost of all plans, taken together, by 1.1 to 1.5 per cent of payroll 
covered. 


Pension cost increases can lead to several adjustments with regard to the nature and 
extent of pension benefit packages, and the sharing of costs between employers and 
employees. None of the possible adjustments by plan members and sponsors to offset 
cost increases have been taken into account in estimating the cost of the reform pro- 
posals. The cost estimates may therefore be overstated for pension plans as a whole. 
As well, no conclusion has been drawn regarding who will absorb the cost 

increases — the plan sponsor or the plan member — so costs are expressed as the 
total applicable to both employer and employee. 


The amendments to the PBSA are not required to take effect until January 1, 1987. 
This will provide adequate opportunity for plan members and sponsors affected to 
consider the most appropriate way of adjusting to the higher minimum standards, 
and will not impose additional economic burdens on employers and employees until 
the economy is stronger. 
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Chapter 3 


Strengthening Public Pension Plans 


Indexing public pensions has kept them in line with increases in the cost of living 
during recent inflationary times. A number of specific improvements have been sug- 
gested, however, to enrich the universal OAS pension and the income-tested GIS, 
and to strengthen and improve the CPP. These changes will complement the reforms 
in minimum standards for employer-sponsored pension plans and help maintain a 
retirement income system balanced between public and private plans. 


Old Age Security and Guaranteed Income Supplement 


The government will raise the GIS rate for the single elderly and one-pensioner cou- 
ples from its current level of $265.60 per month by $50 a month in two stages: $25 
beginning July 1, 1984 and a further $25 beginning December 1, 1984. This raises 
the guaranteed income for elderly single individuals to more than 60 per cent of the 
rate of couples, as reeommended by many business, labour, and women’s groups. 
About 750,000 pensioners, three-quarters of whom are women, will benefit. The cost 
will be about $250 million in 1984-85, and about $460 million in subsequent years. 


The government will also amend the GIS program to ensure the same guaranteed 
minimum income for all OAS recipients. Pensioners with partial OAS benefits, 
primarily immigrant Canadians, will not have retirement incomes lower than the 
minimum income guaranteed to other elderly Canadians. This eliminates the poten- 
tial adverse consequences of partial pensions that could have emerged as a result of 
the new OAS residence requirements. These new requirements were introduced in 
1977 to simplify the rules, to remove inequities in the way OAS pensions were 
earned, to avoid the problems of all-or-nothing rules, and to integrate the OAS with 
pensions from other countries under international social security agreements. 


Under the proposed amendment, pensioners will be eligible for additional GIS ben- 
efits to make up any shortfall from a full OAS pension. Initially, 3,000 pensioners 
will benefit from this change, rising to 25,000 pensioners by the end of the decade. 


The Canada Pension Plan 


There is widespread public support for a number of changes to the CPP which will 
give fairer treatment to spouses and ensure that the target level for covered earnings 
is reached, without seriously affecting CPP financing. Parliament will be asked to 
enact these amendments as soon as the requisite provincial approval is received. Dur- 
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ing discussions with the provinces, the government will urge Quebec to make parallel 
changes to the QPP. The changes that are being proposed are as follows: 


e Survivor benefits will no longer be terminated on remarriage. 


e¢ Pension credits earned during a marriage will be split fifty-fifty on marriage 
breakdown, unless this right is waived by both spouses in writing. The current 
provision for credit-splitting on divorce will be extended to separations of the 
period specified in the Divorce Act as proof of marriage breakdown, and to break- 
down of common-law relationships. New adminstrative procedures will be intro- 
duced so that parties to a divorce will be notified of the right to split pension cred- 
its. Credit-splitting will occur upon receipt of the subsequent application. 


These changes will ensure that spouses can receive their fair share of CPP 
benefits. 


e Fifty-fifty credit-splitting will also become automatic when the younger spouse 
reaches 65. Each partner will have retirement benefits in his or her own right in 
recognition of their contribution to the marriage. 


e The formula for increasing the year’s maximum pensionable earnings will be 
amended to ensure that it will reach the level of the average industrial wage by 
January 1, 1987. The existing formula will probably achieve this target by that 
date, but this proposal will guarantee that it does so. - 


Later this year the Department of National Health and Welfare will begin sending 
CPP contributors periodic statements on benefits earned and accumulated contribu- 
tions, and also a description of the Canada Pension Plan. Additional information on 
other aspects of the pension system will be included. Many Canadians now criticize 
the lack of information about their pension system. Together with the new informa- 
tion-disclosure provisions in the federal Pension Benefits Standards Act, these CPP 
statements will help contributors to plan better for retirement. 


The planned improvements in maximum pensionable earnings, survivor benefits, and 
credit-splitting will have only minor implications for CPP expenditures in the short 
run. In the long run, these proposals would increase expenditures by about 0.15 per 
cent of contributory earnings. 


The Parliamentary Task Force recommended a major restructuring of CPP benefits 
for spouses, including the introduction of a homemaker’s pension, improvements in 
disability benefits, an increase in the period of low earnings that can be omitted in 
calculating benefits, and greater flexibility in the eligible age for benefits. These pro- 
posals are complex and require further discussion with the provinces and other inter- 
ested groups before action can be taken. 


The government is particularly interested in pursuing discussions about the Task 
Force’s proposal for a homemaker’s pension, since provision of retirement income for 
women, including homemakers, is vital. The Green Paper suggested a combination of 
credit-splitting and survivor benefits. The Task Force proposed a different mix of 


credit-splitting, smaller increases in survivor benefits, and the introduction of a home- 
maker’s pension. 


All these proposed changes in CPP benefits will be discussed with the provinces start- 
ing later this year. 


Finally, the government will also open discussions with the provinces on the issue of 
raising contributions to pay for the current CPP benefit level and any future 
improvements. The Green Paper indicated that expenditures on benefits already 
promised under the C/QPP are forecast to increase from 3.6 per cent of contributory 
earnings to about 6 per cent at the turn of the century, and to 8 to 10 per cent 40 
years from now. Although the contribution rate could be left at 3.6 per cent for about 
20 years, earlier increases may be desirable even if they are not essential to pay for 
current benefits. This would reduce the impact of relatively steep increases at the end 
of the century. The government will work with the provinces to develop an appropri- 
ate schedule of contribution rates, with particular attention paid to the Task Force’s 
proposal for pay-as-you-go financing for the current plan and recognizing the full cost 
of any benefit increases. The government will also pursue the question of providing 
access to CPP funds by the Governments of Yukon and the Northwest Territories. 
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Chapter 4 
A Time to Act 


The time has come to act on pension reform. Extensive consultations have taken 
place in the last few years on the direction reform should take, ending with the report 
of the Parliamentary Task Force in December 1983. Reform can now move forward 
to the legislative phase on the basis of a broad consensus on many issues. 


The Action Plan and Its Impacts 


There is widespread agreement that the pension system is basically sound but a 
number of improvements are required. Inadequate incomes are too common among 
the single elderly. Employer-sponsored pension plans should be available to more 
Canadians. Even present plan members can often receive little pension income 
because of poor vesting, lack of portability, and insufficient protection from the effects 
of inflation. Women, in particular, are adversely affected by these shortcomings, and 
by the lack of adequate survivor benefits and credit-splitting. 


The comprehensive set of reforms described in this paper provides for action to correct 
these problems in federal jurisdiction. It also proposes joint action with the provinces 
at an early date in matters of shared Jurisdiction. As a first priority, the GIS will be 
increased for the single elderly by $50 a month and benefits raised for the recipients 
of partial OAS pensions. The federal PBSA will be amended to require inflation pro- 
tection for future pensions, better protection for workers who change employers, and 
better pension protection for women. Coverage of employer-sponsored plans will be 
enhanced by provision in the PBSA for compulsory membership and by improved tax 
assistance. To promote uniformity in pension standards for all Canadians under both 
federal and provincial pension standards acts, the provincial governments will be 
asked to adopt similar amendments. For the CPP, the government will ask Parlia- 
ment to extend credit-splitting, end the practice of stopping survivor benefits upon 
remarriage, and ensure that pensionable earnings increase to the level of average 
wages. These changes are widely supported and the provinces are expected to 
approve them in the near future. 


Other changes in the CPP also will be pursued in federal-provincial discussions begin- 
ning later this year. On the agenda will be changes in the structure of CPP benefits 
for spouses, including the possibility of a homemaker’s pension, the period of low 
earnings that can be dropped from the benefit calculation, disability benefits, the age 
of eligibility for retirement benefits, and contribution rates. 


The government’s Action Plan for Pension Reform will benefit virtually all Canadi- 
ans. Retirement income for many pensioners and survivors will increase. The benefits 
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will be distributed more equitably, since pension income will increase for pensioners 
who belong to plans that do not now adequately protect benefits from inflation, work- 
ers who change jobs frequently, spouses of pension plan contributors (particularly sur- 
vivors), and part-time workers. 


The introduction of the Registered Pension Account and fairer, more generous, and 
more flexible limits on tax assistance will help many more individuals and couples to 
save for retirement. The self-employed and those with fluctuating incomes, especially 
those who drop out of the labour force for a time, will be able to derive particular 
benefit. 


Women can expect to gain from the changes in the PBSA and tax assistance, as well 
as through the splitting of CPP and QPP credits. The additional improvements pro- 
posed for the CPP to better protect spouses will help women further. 


Along with the benefits, the effect of pension reform on the economy must be con- 
sidered. The main short-run impact will come from the additional annual contribu- 
tions that could be required to employer-sponsored pension plans. This impact will be 
manageable and not disrupt economic growth and expansion. The potential increase 
in long-term costs would represent no more than one per cent of the total labour 
income in the economy and less than one-half of one per cent of gross national prod- 
uct. In the longer term, increased contributions to pension plans could promote eco- 
nomic expansion in a modest way by increasing savings available for private invest- 
ment. In addition, earlier vesting and portability could stimulate mobility, 
facilitating a better matching of workers and jobs. 


Conclusion 
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The Action Plan for Pension Reform is a balanced package designed to improve pub- 
lic pension plans while ensuring that employer-sponsored plans and voluntary 
individual savings continue to be a vital part of the Canadian retirement income sys- 
tem. The proposed changes are practical and affordable and will help achieve 
broader pension coverage of the working population. Additional measures will be con- 
sidered if necessary to ensure that all Canadians have adequate retirement income. 
The action plan represents a strong and responsible follow-up to the years of study 
and assessment that have been devoted to the pension system. It is time to begin 
building better pensions for Canadians. 


Annex 


Technical Note: Financial Impact of Improvements to 
the Pension Benefits Standards Act 


The best way to determine the financial implications of the proposed pension improv- 
ments would be to estimate the cost impacts for each of more than 600 plans subject 
to the federal PBSA and more than 14,000 plans in provincial jurisdiction, using 
suitable assumptions and methods in accordance with normal professional practice. 
This is precluded however, and it has been necessary to use aggregates and averages 
which cannot perfectly match the variety in basic benefit formulas, contribution 
requirements, and characteristics of the covered employees. 


To enable estimates to be made for the approximately 14,000 private sector pension 
plans, a model consisting of typical pension plans was created, using averages based 
on Statistics Canada data, for each of the five major types of plan. The five typical 
plans were costed in accordance with normal actuarial methods, assuming the pre- 
reform and post-reform standards. The difference in costs between the two represents 
the long term cost of all the pension reform proposals. The same general approach to 
estimating costs was used in the Green Paper and the Cost Study of the Business 
Committee on Pension Policy (BCPP). 


The estimated long-run costs and the potential cost increases shown below are meant 
to be representative of the costs that plan members and sponsors face. However, the 
use of five typical plans, rather than 14,000 plans each with its own unique features, 
means that particular plans may not have the precise increase shown. Moreover, the 
distinction between short-run contributions and long-term average costs means that 
the impact on any particular employer’s cash flow or the employees’ contributions 
may not be comparable to the cost estimates given. This is especially true for plans 
with partial inflation protection that was not pre-funded. 


There are many plan sponsors who make inflation adjustments from general corpo- 
rate cash flow, while others fund them from within the plan. Still others make no 
adjustment to pensions for inflation. Since the major cost increases of the reform pro- 
posals will stem from better inflation protection, the increases faced by a plan spon- 
sor will very much depend on the amount of inflation protection already provided in 
the pension plan itself. 


In addition, sponsors have flexibility in how contributions — the amounts placed in 
the pension fund in particular years — are set to meet pension plan costs. For exam- 
ple, if the fund has high investment returns in a particular year, contributions can be 
lower, although the actual commitments will not have changed. In other cases, an 
employer may increase or decrease the speed at which plan assets are built up; the 
change in contributions does not correspond to a change in cost. As well, the effects 
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of pension reform on the contributions required for pension plans in the short run can 
differ substantially from the long-term cost increases. For instance, if a plan sponsor 
had been providing periodic increases to benefits on a pay-as-you-go basis, putting 
this practice on a fully funded basis could increase the level of contributions. Over a 
period, however, total contributions must correspond to commitments. 


Two sets of costs for each type of pension plan (as represented by the typical plan) 
were estimated according to the current terms and conditions — one assuming that 
the pension benefits were already improved each year to provide partial inflation pro- 
tection, and one where no increases were provided. This procedure calls for the use of 
an actuarial model, actuarial and economic assumptions, and employee group char- 
acteristics. To show the sensitivity of the cost increases to the underlying economic 
assumptions, particularly the long-run rate of inflation, two sets of estimates were 
developed, one using the long-term economic assumptions from the Green Paper 
(3-per-cent inflation, 5-per-cent growth in wages, 6.5-per-cent return on pension 
investments), the other using the economic assumptions from the BCPP cost study 
(6-per-cent inflation, 7.5-per-cent growth in wages, 8.5-per-cent return on pension 
investments). Cost increases are not highly sensitive to the particular choice of 
actuarial methods or assumptions. 


Combined employer and employee costs, as a percentage of payroll, are shown in 


Table 1 for the five typical plans. 


Table 1 


Pre-Reform, Long-Run Costs of Pension Plans in the Private Sector 
as a Percentage of Covered Payroll 


Costs based on Costs based on 
Green Paper BCRP 
assumptions assumptions 
No Partial No Partial 
ad hoc ad hoc ad hoc ad hoc 
Pension plan type indexing indexing indexing indexing 
(per cent) 
Money purchase 1.3 7.3 7.6 7.6 
Defined benefit: 
Flat benefit” 2.4 3.6 Lg 3.3 
Career average” Dar 8.0 4.6 feo 
Final or best average 
Contributory 7.8 8.4 6.9 8.0 
Non-contributory 5.4 5.9 4.7 5.5 
All plans combined 4.9 6.0 4.2 5.7 


“The basic methodology is described in Background Note No. 2 to Better Pensions for Canadians, “Costs of Reforms 
of Employer-Sponsored Pensions Plans’’. 


Partial indexing includes updating pension credits of active members by 70 per cent of the change in average 
wages. 


The table shows that the long-run costs of the five typical plans vary considerably, 
from 1.9 per cent for unadjusted flat benefit plans (using BCPP economic assump- 
tions) to 8.4 per cent of covered earnings for contributory final or best average plans 
with some inflation protection (using Green Paper economic assumptions). The table 
also shows that providing inflation protection can raise long-run costs significantly. 
For example, using the BCPP economic assumptions, costs of contributory final or 
best average plans would typically be 6.9 per cent of covered earnings if there were 
no indexing and 8.0 per cent with partial indexing. In addition, the table shows that 
the BCPP economic assumptions have the effect of lowering costs in comparison to 
the Green Paper economic assumptions — in large measure because higher rates of 
inflation and interest are assumed, which reduce the plan sponsor’s costs. 


Estimates were subsequently made of the costs associated with implementing the 
PBSA changes, assuming no adjustments 1n basic benefits would result from the 
reaction of plan members and sponsors to pension reform. The maximum potential 
increase in costs attributable to the proposals are thus the post-reform costs less the 
pre-reform costs shown above, assuming first that plans do not provide any indexing 
and second that they provide partial inflation protection. The increases are shown in 
Table 2 for typical plans. 


Table 2 


Increases in Long-Run Costs of Pension Plans in the Private Sector Owing to the 
Reform Proposals, as a Percentage of Covered Payroll 


Increases based Increases based 
on Green Paper on, BOPP 
assumptions assumptions 
No Partial No Partial 
ad hoc ad hoc ad hoc ad hoc 
Pension plan type indexing indexing indexing indexing 
(per cent) 
Money purchase 0.5 0.5 0.4 0.4 
Defined benefit: 
Flat benefit 0.8 0.9 1.0 
Career average 1:2 1.3 1.5 1.8 
Final or best average 
Contributory 1.8 1.4 2.6 1.9 
Non-contributory 1.9 1.6 2.5 2.0 
All plans combined te? 1 1.5 1.4 


Table 2 shows that improvements to employer-sponsored pension plans could 
increase costs for all private sector plans combined by 1.1 to 1.5 per cent of payroll. 
There is, however, a wide range of cost increases for defined-benefit pension plans: 
from 0.8 per cent of payroll for an unadjusted flat benefit plan (using Green Paper 
economic assumptions) to 2.6 per cent of covered earnings for a contributory final 
average plan (using BCPP economic assumptions). In addition, the table shows that 
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the BCPP assumptions are associated with higher cost increases than the Green 
Paper’s, primarily because the higher interest rate associated with higher inflation 
lowers the cost of providing benefits. Finally, the table shows that caution must be 
exercised in distinguishing between absolute and relative cost increases. For instance, 
using BCPP assumptions, pension reform could raise the costs of unadjusted flat ben- 
efit plans by 53 per cent, but this would represent 1.0 per cent of payroll. 


Estimated cost increases in the case of flat benefit and career average plans are mar- 
ginally greater for plans with partial indexing than for plans without such indexing. 
This results from two factors. It has been assumed that plan sponsors who indexed 
their plans before reform would again exceed minimum standards after reform. A 
higher post-reform indexing factor (70 per cent of CPI) therefore has been used. In 
the case where no indexing took place before reform, the statutory 60 per cent of CPI 
has been assumed after reform. In addition, it has been assumed that plan sponsors 
increase the benefits for active members in the partial indexing case. This leads to 
larger basic benefits to be indexed, as compared to the case of no indexing. 


Finally, it should be noted that the above estimates do not reflect potential cost 
increases resulting from the new compulsory membership requirements. Particularly 
in certain industries, the per cent increases in pension costs in relation to payroll 
could differ significantly from those shown above because the larger contribution 
requirements will be applied to a larger payroll base. 
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